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Crude Oil Import Restrictions 


Quota restrictions on the importation of crude oil were undertaken in 1955. At 
that time oil refiners agreed to a voluntary restriction of their, imports, requested 
on the ground that the Nation should not depend upon foreign oil supplies in 
time of crisis. Quota restrictions were made mandatory in March 1959 and coverage 
was extended in the same Presidential proclamation to residual oil. It has become 
apparent that import restrictions are not costless and have a differing impact on 
different areas of the country. This study was undertaken to estimate the cost of the 
crude oil restriction program to East Coast consumers in 1961. 

The East Coast is the area most affected by import restrictions. In 1959, East 
Coast imports accounted for two-thirds of all foreign crude imports. And oil 
supplies a large fraction of total energy needs along the seaboard. In New England 
oil and its products account for almost three-quarters of all energy consumption. 

Although the West Coast depends on imports for more than twenty percent of 
its crude oil needs, its oil imports are established by a less restrictive formula than 
is used for the East Coast. This more liberal formula is used because oil cannot be 
economically supplied by domestic producers from outside the West Coast area. 


LY, Review of the Third Quarter: How Much of a Boom?, page 5. 
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The northern states of Wisconsin, Minnesota 
and the Dakotas import about fifty percent of the 
crude oil used in their refineries. All of this oil 
can be imported freely because overland crude 
oil imports from Canada are entirely exempt 
from regulation, though the Department of In- 
terior has questioned recent increases. As foreign 
imports in other areas are either negligible or 
nonexistent, the direct effect of import restric- 
tions falls primarily on East Coast consumers. 

An estimate of the added costs which restric- 
tions bring can be made by calculating the dif- 
ferences in the price of crude oil with and with- 
out restrictions. 

Under the terms of the import program, a 
refining company’s quota is based on the com- 
pany’s capacity. Many refiners are not on the 
Coast but so far inland that they cannot use 
imported crude oil. As the restriction program 
limits the supply of the cheaper foreign crude, 
a quota is an option which can be traded, in 
effect sold, for a consideration about equal to 
the price differential between domestic and the 
cheaper foreign crude oil. 

The value of these quotas naturally fluctuates 
but it is generally accepted in the oil trade press 
that the sale value is in excess of $1.00 per barrel. 
More recently, a report to the Independent Pro- 
ducers Association of America (I.P.A.A.)_ esti- 
mated this differential at $1.15 per barrel. As a 
check, it is possible to calculate the difference 
between foreign and domestic crude, based on 
posted prices, current transport costs and import 
duties. On this basis there appears to be an 80 
cent differential between comparable Texas and 
Venezuelan crudes landed at New York, and 
almost $1.30 on those from the Middle East. 

Consumption in New England of the four ma- 
jor items, gasoline, kerosene, distillate and heavy 
fuel, was 217 million barrels in 1959 and 1227 
million barrels on the entire East Coast. If it is 
assumed that $1.00 per barrel represents the 
minimum price differential, it is apparent that 
without restrictions New Englanders would save 
more than $217 million in 1961 and the East 
Coast over $1.2 billion. 

Because 1961 consumption exceeds that in 
1959, because the total of products is incomplete, 
and because per-barrel differential is a minimum 
estimate, actual savings would probably be 
greater. And, if prices of competing fuels were 
lowered in order to meet the competition of 
lower petroleum product prices, the total fuel 
bill would be reduced still further. 

Another probable effect of the removal of re- 
strictions has been prevention of refining con- 
struction in New England and along the East 
Coast. New England refineries are further from 
U. S. producing wells than any other sector of the 


country. In addition to the higher price of 
domestic crude, the transport distance to Boston 
is greater from the U. S. Gulf Coast than from 
Venezuela. Furthermore, American coastwise 
trade is carried in American ships at a higher 
cost per mile than imported crude which is car- 
ried in foreign ships. Because of the price and 
transportation differential, restrictions on foreign 
oil are a deterrent to the location of refineries on 
the East Coast. If restrictions were lifted and 
domestic prices were not reduced to meet compe- 
tition, foreign crudes would enter the American 
market via the East Coast. The crudes would be 
refined on the coast, and the products used lo- 
cally, replacing those shipped from Texas and 
the U. S. Gulf Coast. If the price differential re- 
mained, it is possible that the cost of pipelines 
to the interior would be justified with New 
England becoming a net supplier to the interior. 


The History of Restrictions 

The legislative history of oil restrictions goes 
back to the late 1920’s. Following a period of 
fear that America’s oil resources were nearing 
extinction, discoveries in West Texas, Oklahoma, 
and California in 1926-1927 and the great East 
Texas strike in 1930 changed the picture to one 
of surplus. As early as 1929, with the first signs 
of a flush supply of oil, the Independent Pro- 
ducers Association of America requested action 
to curb the flow of oil and halt falling prices. 
Meanwhile, imports, new oil strikes and the de- 
pression forced prices still lower. 

In 1932, the first tariff on oil was passed. The 
tariff imposed a levy of 21¢ per barrel on crude 
and fuel oil, and specific levies on other prod- 
ucts such as gasoline and lubricants. Import 
restrictions imposed under the NRA Petroleum 
Code in 1933-1935 limited imports to one-half of 
the average daily imports in the last half of 1932. 
By 1939 the tariff agreement with Venezuela re- 
duced the levy on crude oil by one-half on im- 
ports less than 5 percent of U. S. refinery capacity. 

In 1935, the Interstate Oil and Gas Commis- 
sion was established to foster consultation among 
the control agencies in the various producing 
states. More important, however, was the passage 
of the Connally “Hot Oil” Act, forbidding inter- 
state shipment of oil produced in excess of state 
production quotas. 

The early postwar era was favorable to oil im- 
ports. Congressional hearings on petroleum re- 
sources heard arguments for imports to conserve 
our domestic capacity. The establishment of the 
General Agreement on Trade and Tariffs 
(GATT) extended preferential oil tariff treat- 
ment to all signatory nations, and a statement of 
cooperation with Canada for the joint use of 
resources In an emergency was signed in 1950. 
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In 1952 a new agreement was made with Ven- 
ezuela reducing the tariff on heavy oils suitable 
for use as residual fuels. In addition, the State 
Department concluded that residual oil was in 
short supply while the Paley Commission found 
that U. S. reserves were inadequate and advised 
that we not discriminate against foreign oil. 

Between 1948 and 1954 crude oil imports, des- 
tined primarily for the East Coast, rose from 124 
million to 239 million barrels. This represented 
6.1 percent of total crude oil inputs into re- 
fineries in 1948 and 9.4 percent in 1954. On the 
East Coast, which in 1954 absorbed 89.4 percent 
of the crude oil imports, the percentage of for- 
eign crude used in the refineries was 56.8 percent. 

1954 saw the emergence of the national de- 
fense criterion as applied to import restrictions. 
National security amendments were added to the 
Trade Agreements Acts of 1954, 1955, and 1958. 

In July 1954, the President appointed a Cab- 
inet Committee on Energy Supplies and Re- 
sources Policy. It included the Director of the 
Office of Defense Mobilization, the Attorney 
General, and the Secretaries of State, Defense, 
Treasury, Interior, Commerce and Labor. ‘The 
Committee report urged that imports of crude 
oil be kept at the 1954 relationship with the do- 
mestic crude production. Oil importers were 
asked to restrict their imports voluntarily. 

The system of voluntary restrictions worked 
until mid-1956 when imports started to rise. ‘The 
Independent Producers Association of America 
filed under the Trade Agreements Extension Act 
of 1955 to limit these imports. The Office of De- 
fense Mobilization then recommended Presiden- 
tial action. This action was put off because the 
Suez crises necessitated large shipments of Ameri- 
can oil to Europe and temporarily relieved the 
pressure of surplus stocks on domestic prices. 

In June 1957, the President appointed a Spe- 
cial Committee To Investigate Crude Oil Im- 
ports, with the same personnel as the previous 
Committee, less the Director of the Office of 
Defense Mobilization and the Attorney General. 
They confirmed the Office of Defense Mobiliza- 
tion findings. The Committee recommended that 
established importers restrict themselves to im- 
ports based on 1954-1956 levels while small and 
new importers adjust imports, by formula, to 
establish an equitable share. ‘Total imports were 
to be 12 percent of domestic production. 

The Trade Agreements Extension Act of 1958 
finally laid down the criteria for restrictions 
based on the domestic production needed for 
defense, the capacity of the domestic industry to 
meet these requirements, the existing and antici- 
pated availability of supplies, growth require- 
ments and the relationship between economic 
welfare and security. 
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The Office of Civil and Defense Mobilization 
recommended mandatory quotas, as did the 
President’s Special Committee. This imposition 
was announced by Presidential proclamation in 
March, 1959. The President later added that if 
price increases resulted as a consequence of the 
restrictions, they should be investigated. The 
Secretary of Interior told a coal convention, 
“. .. that the program as it applies to residual 
fuel oil, cannot be administered so as to cause 
real shortages that result in real hardships to 
consumers.” 


The Growth of Imports 


The O.C.D.M. finding that imports of oil 
should be curbed in the interest of national de- 
fense was based on the increasing ratio of crude 
oil imports to domestic production. This ratio, 
which increased from 11.3 percent in 1954 to 
only 11.9 percent by the first half of 1956, rose 
sharply in the third quarter of 1956 to 13.5 per- 
cent. Due to the Suez crisis, it fell to 11.6 percent 
in the last quarter of 1956, but programmed im- 
ports were scheduled to be 16.0 percent of do- 
mestic production by the second half of 1957. 

This increase in imports was due primarily to 
the growth of imports by independent refineries 
and new importers rather than to imports by the 
major oil companies. In the immediate postwar 
period, when domestic oil was in such short sup- 
ply that a reimposition of price controls was 
actively discussed, efforts were successfully made 
to include independents among the companies 
developing oil properties in the Middle East and 
South America. Furthermore, the low prices of 
foreign crudes relative to those in the United 
States were very attractive to these independent 
refiners who felt that failure to import such 
crudes put them at a competitive disadvantage. 
As these foreign ventures produced new capacity 
these companies sought the best markets for 
their output, primarily the United States. 

From 1954 to 1955, the established importers 
increased their imports by 2.7 percent while new 
importers raised theirs by 100.8 percent. The 
increase from 1955 to 1956 was 1.0 percent and 
45.2 percent respectively, while from 1956 to the 
second half of 1957 it was 13.3 and 83.1 percent. 
In terms of the share of the total increase in im- 
ports, the independent and new importers ac- 
counted for about 83 percent of the increased 
imports between 1954 and 1955, 92 percent be- 
tween 1955 and 1956, and an estimated 66 per- 
cent from 1956 to the last half of 1957. 

With world prices falling and domestic prices 
maintained, import or tariff restrictions are 
necessary to preserve the domestic price structure. 
The lower cost of foreign oil is due both to the 
geophysical aspects of finding and recovering oil 








in the various producing areas of the world and 
to the legal and competitive framework. 

Estimates of the relative production costs are 
very uncertain, but it is agreed that costs in the 
Middle East are by far the lowest; those of 
Venezuela are next; while costs in the United 
States highest. Average production per well per 
day in the Middle East in 1957 was almost 6,000 
barrels. In Venezuela it was 176 barrels while 
the U. S. average was only 13 barrels. The U. S. 
figure, however, is the result of production regu- 
lations which provide for unlimited production 
by the least efficient wells and restrict most of 
the others. 

Falling tanker rates have also fostered the in- 
centive to import crude oil. In 1949 estimates of 
the average transport cost per barrel from the 
Caribbean to New York were about 23 cents; 
from the Persian Gulf it was $1.23. By 1961 these 
costs had fallen to about 15 cents and 48 cents 
respectively. In contrast, the average transport 
cost for crudes from the U. S. Gulf ports to New 
York increased from about 25 cents in 1949 to 
34 cents in 1961 because of the requirement that 
U. S. flagships carry intercoastal trade. 

Higher prices in the United States are partially 
the result of increasing costs of exploration and 
drilling. As the most promising oil lands have 
been developed, the costs of locating additional 
sources have risen. The number of dry holes has 
also risen sharply. As a result, total exploratory 
costs are higher here than elsewhere in terms of 
the amount of oil found. 

Drilling costs are also increasing. In 1939, they 
were $4.30 per foot and by 1947 had increased to 
$9.44 per foot or $5.60 at 1939 prices. In addi- 
tion, oil is being sought at ever increasing 
depths and in new areas such as the offshore 
fields of Texas and Louisiana. In 1939 the aver- 
age well depth was 3,068 feet which by 1952 had 
increased to 4,062 feet, and thereafter leveled off. 

Regulation of production, usually called pro- 
rationing, by the major producing states also 
has price effects. Production above the maximum 
efficient rate for a particular well in a given field 
is forbidden. ‘Economic waste” is also consid- 
ered, i.e., production above market demand at 
the going price. Although the material conserva- 
tion of oil resources and the maintenance of 
field pressure to aid in maximum extraction 
provided the basis for prorationing, it is the 
effect of such regulations on price which is of 
concern here. 

In an effort to maintain price levels in the 
postwar period, production has been cut back in 
Texas, the major producing state, from about 23 
days per month allowable in 1951 to 8 days in 
1961. But many wells are exempt from regulation 
as marginal or “stripper” wells. Others are ex- 


cluded because of the need fully to recover oil in 
old fields by special methods. These generally 
come under the heading of secondary recovery 
wells. Finally, new wells are exempt for a period 
of time to permit a payback of the development 
costs. Thus, the most efficient wells suffer produc- 
tion restrictions while others are less affected. 

In the east Texas field, for example, marginal 
wells are allowed up to 20 barrels per day with 
no limit on the number of days they may produce. 
The other wells are allowed only slightly more. 
Thus it was reported in September 1960 that the 
marginal wells could produce up to 620 barrels 
per month while the most efficient wells in the 
field were restricted to only 200 barrels, al- 
though some could produce thousands of barrels 
per day. If all the wells in that field had marginal 
status, production would have increased by 230 
thousand barrels per day or 177 percent. 

Prorationing has had the effect of maintaining 
domestic prices at a time when world prices have 
been falling. It has also increased the average 
costs of production by restricting the most efh- 
cient wells enforcing a relatively high percentage 
of production from our most inefficient wells. 
As many stripper wells have operating costs that 
are probably close to present crude prices, many 
of them would be forced to close in the absence 
of either regulation or a subsidy. Their im- 
portance can be seen by noting that in 1955 
about two-thirds of all wells were in this category 
and, under controls, they were able to account 
for one-fifth of our production. 

The future demand for oil in this country is 
expected to rise to between 13 and 15 million 
barrels per day by 1975. To satisfy this demand, 
new supplies continually must be found. In the 
past, domestic reserves have been sufficient to 
maintain a balance between supply and demand. 
Between 1948 and 1960, proved reserves have 
increased every year except in 1957 and 1960. 

Estimates of future supplies have been re- 
ported to range from 87 billion to 300 billion 
barrels, and if the estimates are not limited to 
present recovery methods or costs, to 500 billion 
barrels, or a 170-year supply at 1959 consump- 
tion rates. According to the Bureau of Mines: 
“The United States need not fear a shortage of 
energy sources in an orderly economy. Given time 
to make the conversion, this Nation’s foreseeable 
needs. for liquid or gaseous fuels could be sup- 
plied from large domestic reserves of coal or oil 
shale. The technology is being developed for 
converting these materials into fluid fuels. Only 
the economies of such conversions prevent them 
from competing with conventional sources, and 
the known reserves of coal and oil shale are many 


times the proved reserves of crude oil and 
natural gas.” 
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REVIEW OF THE THIRD QUARTER: 


How Much of a Boom? 


A comparison of current business performance 
and sentiment with what prevailed not too many 
months ago poses questions. Is the economy in 
or at the verge of another boom? If so, how in- 
tensive may it become? How long may it last? 

Statistical analysis of recent trends does not 
come up with clear-cut answers. Economic trends 
in New England during the summer months of 
1961 could be termed both good and somewhat 
disappointing. These two appraisals are not in- 
compatible. They reflect differing perspectives. 
The one recognizes the substantial improvement 
which has occurred since the turn of the year, an 
improvement that has set new records in some 
statistical measures, and has generated a new 
wave of optimism in business outlooks. The 
other notes that the pace of improvement was 
perceptibly slower during the summer months, 
and that expectations premised on the spring- 
time splurge were not fully met. 

This failure to meet expectations may be at- 
tributed to several influences. A seasonal lull 
affects many aspects of New England business 
during the summertime. Then too, a marked 
cyclical reversal in trends, such as occurred 
around last February, cannot usually sustain its 
upward thrust without an occasional pause. 
Finally, the tendency for business sentiment to 
swing more widely in cyclical changes than 
actual business performance may have induced 
higher expectations for the summer months than 
were currently warranted. It appears in retro- 
spect that expectations swung too high at the 
beginning of 1960, and were unduly infected by 
a recession psychosis later in the same year. 

As we review the trend of the New England 
economy during the third quarter by its various 
aspects and industries, we can note the interplay 
in varying proportions of two factors. The basic 
trend was upward and supported by an outlook 
of confidence. But sentiment was tempered by 
realization that expectations were not in all cases 
matched by performance. 

New England employment improved over-all 
during the quarter, but qualifications should be 
noted. Although the September nonfarm esti- 
mate of 3,747,800 was about 6,800 above that of 
a year earlier, changes in August and September 
were short of seasonal expectations, and with 
seasonal adjustment were converted into a slight 
decline. 

Manufacturing employment, despite a relative 
restrengthening in recent months, was in Sep- 
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tember still 1.5 percent less than a year ago. Very 
few manufacturing industries had reattained 
their year-ago employment levels. Nonmanufac- 
turing in the aggregate showed a comparative 
gain of 1.2 percent. The latter gain was shared in 
by trade, finance, service and government em- 
ployment, but not by construction, transporta- 
tion and public utilities. 

By states, compared to a year earlier, August 
nonagricultural employment showed net gains 
only in Connecticut, New Hampshire and Rhode 
Island. 

Unemployment as measured by regular insur- 
ance programs declined generally during the 
quarter, in contrast to its net rise during the 
comparable 1960 quarter. In consequence, its net 
change from corresponding 1960 dates under- 
went a favorable shift during the quarter. 
Whereas insured unemployment in the six states 
was at midyear about 11 percent greater than a 
year earlier, it had by late September become 1.5 
percent less than a year earlier. Despite this rela- 
tive improvement, the residual amount of un- 
employment was considered undesirably high. Of 
the 17 major labor markets in New England, 11 
were classified in September as still having sub- 
stantial labor surpluses, but only at New Britain 
did it exceed 9 percent of its labor force. 

The index of man-hours worked by manufac- 
turing production workers declined seasonally in 
July, but later recovered and rose above its index 
of a year earlier. 

New England electric power output continued 
week after week to exceed output of a year 
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earlier, averaging an 8 percent rise for the third 
quarter over the corresponding period of 1960. 
On a seasonally adjusted index basis, new records 
were set five times during the recent quarter. 

This bank’s index of manufacturing produc- 
tion for New England is premised upon both 
man-hours of production workers and industrial 
usage of electric power. As so computed, and with 
seasonal adjustment, the index rose month by 
month from March to reach an August value 1 
percent above that of a year earlier. In Septem- 
ber, production rates were reported to be in- 
creasing by 47 percent of a New England Pur- 
chasing Agents Association poll, and to be 
declining by only 2 percent. 

A good flow of orders to manufacturers was 
responsible and essential for this boost in pro- 
duction activity. In both July and August the 
Associated Industries of Massachusetts reported 
its index of orders to be above year-earlier values. 
By September, 51 percent in the Purchasing 
Agents Association poll were reporting order 
flows to be rising, while only 12 percent found 
them to be declining. 

The frequency of new business incorporations 
evidenced a more hesitant response to the better 
business climate. Only in May and August thus 
far in 1961 were more charters granted in the six 
states than in corresponding months of 1960. 

Business failures were also slow to evidence a 
complete return to better days. The recorded 
number of failures in New England during the 
third quarter was slightly above that for the 
similar period of 1960. 

Capital expenditure plans of New England 
manufacturers, however, showed a_ heartening 
response to the improving business outlook. A 
survey made in the spring of this year found 
reporting manufacturers planning to retrench 
their 1961 outlays for new plant and equipment 
slightly below the aggregate amount they had 
expended for such purposes in 1960. A followup 
survey, described in greater detail on pages 9 
and 10, discloses that by fall they had been 
encouraged to revise their 1961 planned outlays 
upwards to a total 3.9 percent in excess of 1960 
outlays. Despite rumors of excess productive 
capacity in many industries, planned expendi- 
tures for new plants were revised upward by 40 
percent from the spring survey. 

New England construction contracts tabulated 
by F. W. Dodge Corporation reflect, among 
other relationships, a recently improving trend 
in manufacturing building programs. During the 
first nine months of the year, the aggregate value 
of all construction contracts in the region ran 
slightly above the corresponding figure for 1960. 
Residential contracts were relatively higher by 3 
percent, and those for public works and utilities 
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by greater percentages. In the nonresidential 
building category, contracts for manufacturing 
buildings were lagging 32 percent behind the 
1960 pace through midyear, but a third-quarter 
pickup reduced this cumulative lag to 25 percent. 

Consumer spending in New England during 
the summer months, though beset by some weak- 
nesses, did not display the pronounced hesitation 
attributed to it in many nationwide analyses. 

Sales at its department stores were 7 percent 
above a year ago in July, and 6 percent above in 
August. September sales were lowered by Hurri- 
cane Esther and by the tardy arrival of the cool 
weather which normally stimulates purchases of 
heavy clothing. At the end of the quarter, cumu- 
lative 1961 sales were still 3 percent ahead of a 
year ago. Homefurnishings, such as lamps, 
shades, floor coverings, records and_ transistor 
radios, moved at a faster but yet not a boom pace. 
Better quality dresses and women’s and misses’ 
suits sold well. Basement sales continued to sur- 
pass average store performances. 

Department store inventories increased about 
in line with sales, and did not appear to be 
excessive in most departments. Orders for mer- 
chandise were 10 percent above those of a year 
earlier, reflecting merchant optimism concerning 
pre-Christmas sales. Accounts receivable were 
about 10 percent higher than a year ago, includ- 
ing a rise of nearly one-third in revolving credit 
accounts. Repayments did not rise enough to 
prevent a slight dip in collection ratios. 

At household appliance and furniture stores 
in the region, sales during July and August 
were reported to be running about 4 percent less 
than a year ago. Strong repayments and slow 
sales have cut back accounts receivable slightly. 

Incomplete data indicate that new automobile 
sales in New England continued to lag behind 
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the 1960 pace, but by an appreciably smaller 
percentage than prevailed in the nation at large. 
Dealers hopefully felt that the recent slowness in 
sales was more attributable to interruptions in 
1962 model delivery schedules than to lack of 
customer interest. Used car sales slowed up a bit, 
but prices remained firm. Service income was 
generally maintained at satisfactory levels. 

New England’s summer vacation business, 
despite a hesitant start, picked up rapidly to at- 
tain a record season. Guest lodgings were re- 
ported to be 2 percent greater than a year ago. 
Enrollments at boys’ and girls’ summer camps 
were in record numbers. A composite rise of 4 
percent over a year ago was indicated for at- 
tendance at tourist attractions such as summer 
theatres, parks, animal preserves, museums, gal- 
leries and amusement centers. 

The financial environment for third quarter 
business activity did not differ profoundly from 
that which prevailed during the second quarter. 
Credit was in general amply available, but still 
not in strong demand. Interest rates and over-all 
price indexes changed but little. New savings 
continued to be in good volume. 

Monetary policy in the third quarter was still 
directed largely towards the promotion of fur- 
ther growth, with due regard for the inter- 
national flow of funds. Net free reserves of the 
Nation’s member banks were maintained close to 
$500,000,000. Borrowings from the Federal Re- 
serve Banks remained low. 

Credit demand pressures were moderate. At 
the end of the quarter, commercial and indus- 
trial loans of weekly reporting member banks in 
the First Federal Reserve District were 2.5 per- 
cent greater than a year ago. A modest pickup in 
demand for real estate mortgage credit was 
adequately covered by lenders’ available funds. 
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The seasonally adjusted index of outstanding 
consumer instalment credit in the District was 
lower in July and August than during the second 
quarter, and about 2 percent above a year ago. 
The Federal Reserve Bank discount rate and 
the prime business loan rate remained un- 
changed at 3 and 414 percent, respectively. 
Average yields at auctions of 3-month Treasury 
bills ranged roughly between 2.2 and 2.5 percent. 
Rates for conventional type residential mort- 
gages stiffened slightly in the late summer within 
a range of 514 to 6 percent for District lenders. 
While the foregoing analysis suggests for the 
New England economy as a whole a moderate 
rate of improvement during the third quarter 
an industry by industry review discloses a lack of 
uniform development with some areas of spotti- 
ness, uncertainties and frustrated expectations. 
The primary and fabricated metals industries 
failed to achieve their expected improvement in 
the third quarter. Vacation shutdowns, inter- 
national tensions, strikes in the automobile in- 
dustry, and customers’ hesitation to purchase for 
inventories are cited as factors which held back 
order buildups. Aggregate employee staffs in 
August still numbered less than a year earlier. 
Most foundries were operating on a 5-day week 
basis but with an unsteady flow of orders. Cop- 
per and brass mill business was much improved 
from the depressed condition of a year ago, 
although some operators detected a slackening 
in the rate of improvement in late September. 
In New England’s nonelectrical machinery in- 
dustry, aggregate activity approximately held its 
position from the second to the third quarter. 
Total sales were probably below rather than 
above earlier expectations, but indications of in- 
creasing orders and the availability of additional 
productive capacity offer hope for greater activity 
in the final quarter. Employment in the in- 
dustry has been fairly stable but about 6 percent 
less than a year ago. Third quarter iron pour- 
ings at textile machinery plants were down 
about 8 percent from ‘a year ago. Machine tool 
producers experienced a more hopeful inflow of 
orders from their domestic customers. 
Employment in the regional electrical ma- 
chinery industry continued to run about 3 per- 
cent below year-ago levels, with the best relative 
performance in the communications equipment 
sector. Sales volume was about as expected, with 
operations carried out at less than capacity utili- 
zation of facilities. A rising flow of orders was 
noted by some producers late in the quarter. 
In the production of transportation equipment 
New England plants again showed diverse trends. 
Total employment was down from April and 
May, as shipyards laid off workers because of a 
declining backlog of work. In contrast, plants 








making aircraft engines, helicopters, missiles, 
satellite components and nuclear-powered sub- 
marines were expanding, or at least maintaining, 
operations and employment. Automobile as- 
semblies were affected by earlier model change- 
overs and labor disputes. 

Ordnance activity warranted further expansion 
of work forces, particularly in Connecticut. In 
the manufacture of instruments, employment was 
stable and close to year-ago levels, and sales 
were generally meeting earlier expectations. 

Business for New England furniture makers 
improved noticeably during the third quarter as 
orders from retail outlets built up. Shortages of 
trained workers necessitated some overtime em- 
ployment. Aside from the improved market for 
hardwood from this source, recovery in the 
lumber and wood products industry was slow. 

New England’s textile industry appears to 
have achieved further recovery in the third 
quarter, with allowance for customary vacation 
shutdowns and other expected seasonal fluctua- 
tions. Average weekly hours increased further. 
Total employment, however, failed to rise pro- 
portionally, and in August was still 7 percent 
less than a year ago. Woolen mill operations 
generally improved at the faster pace, with order 
backlogs being increased both by government 
commitments and civilian demand. Satisfactory 
improvement was also reported at knit goods 
mills. Output of cotton gray goods expanded 
more slowly, but because of reported low in- 
ventories the outlook for further expansion ap- 
peared promising. 

Third quarter trends at New England’s apparel 
shops were characterized by widespread layoffs of 
temporary workers during the early summer 
vacation shutdown period, and subsequent ex- 
pansion of employment to the highest level since 
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March 1960. Late hot weather delayed orders for 
coats and suits, but orders for children’s wear, 
junior sportswear, women’s dresses and men’s 
raincoats were in good volume. A good pickup in 
orders and reorders was noted by some producers 
in late September. 

New England shoe manufacturers were further 
disappointed in the third quarter as the antici- 
pated sharp upturn failed to materialize. Retail 
sales and factory orders remained relatively slow. 
Regional production was below comparable 1960 
levels in both July and August, and was down 5 
percent for the year to date. Work staffs expe- 
rienced a sharp seasonal decline in July, and in 
August were still 3 percent less than a year ago. 
Despite higher hide and labor costs, manufac- 
turers were hesitant in raising shoe prices. 

Jewelry production expanded seasonally dur- 
ing the third quarter, and orders to New England 
producers were generally better than a year ago. 
Producers of lower priced lines, however, had to 
face a shift in consumer preference towards 
higher quality merchandise as well as increasing 
competition from foreign low cost beads and 
metallic jewelry. Revised minimum wage re- 
quirements may accentuate the latter problem. 

In the rubber and plastic products industry, 
workweeks at New England plants tended to 
lengthen while employment remained less than a 
year ago. Industry sales have run somewhat below 
expectations, with best performance in plastics. 

Among other nondurable goods industries, 
production of chemicals continued a moderate 
growth trend. In the food processing industry, 
mixed trends existed, with an especially poor 
season for Maine sardine packers. Paper produc- 
tion was estimated to be at about 90 percent of 
plant capacity, with industry employment still 
below that of a year earlier. 

Agricultural activity in New England during 
the summer months had a mixture of favorable 
and unfavorable aspects. Dairy farm operations 
seem likely to make 1961 the most productive 
year for milk since the record 1956 year. Cow 
numbers are about the same as or slightly more 
than last year, while milk production per cow has 
been steadily increasing. 

Egg prices were maintained better during the 
summer months than had been earlier expected. 
Although New England broiler production was 
running about the same as a year ago, a heavier 
national production held prices depressed close 
to the low June level. 

Better growing weather in late summer en- 
hanced prospects for this year’s Maine potato 
crop to exceed last year’s. Recent estimates place 
the New England apple crop 20 percent above 
the 1950-59 average, but the Massachusetts cran- 
berry harvest 9 percent below average. 


New England BUSINESS REVIEW 


Rising Capital Outlays 


Reacting to the rapid business recovery, New 
England manufacturers are revising their 1961] 
capital expenditures upward by 5 percent from 
the amount planned last spring. This places the 
1961 total at $610 million, 4 percent above last 
year. 

The durable and nondurable goods sectors are 
participating about equally in this increase. Both 
groups are shifting the emphasis of their spend- 
ing to new plant as opposed to machinery and 
expansion of facilities rather than modernization. 

Preliminary spending plans for 1962 are also 
above spring estimates. The region’s manufac- 
turers now plan to spend about a third more 
next year than previously indicated. The 1962 
estimate, however, is still 13 percent below 
spending this year. 

These estimates are based on reports from 174 
firms which were asked in late August and early 
September to review their 196] plans. ‘Yotal 
expenditures were projected for each industry on 
the basis of the reports of these firms, which 
account for 20 percent of the region’s manufac- 
turing employment. 

Even though their sales and earnings so far 
this year have not met expectations, manufac- 
turers are exhibiting considerable optimism 
concerning the future course of business. Almost 
one-half of the respondents report that sales and 
net earnings in the past eight months have been 
less than expected, while only one-fifth say that 
they have exceeded expectations. (The spring 
survey indicated that manufacturers expected 
sales this year, on the average, to remain at 1960 
levels.) Four-fifths of the firms, on the other 
hand, expect their sales to increase over present 
levels during the remainder of this year and in 
1962. 

The reasons for the change in spending plans 
and for the growing optimism concerning future 
sales are to be found in the economic picture of 
the past nine months. The spring survey was 
made at what turned out to be the trough of the 
recession. Manufacturers at that time were faced 
with the prospect that business would remain 
depressed for some months to come and that 
their existing capacity would be more than ade- 
quate to meet demand. They saw little justifica- 
tion for expanding facilities. 

The recovery has proceeded at a faster pace 
than could have been predicted on the basis of 
postwar experience. In the three previous post- 
war recessions it took at least nine months after 
production reached its low to reach the pre- 
recession high. In this recession the Federal 
Reserve Board’s index of manufacturing produc- 
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tion reached the prerecession high just five 
months after the trough last February. 

Moreover, manufacturers’ sales, inventories 
and new orders increased steadily through Au- 
gust from their low points around the first of 
the year. Since inventory buildup gives rise to 
new orders, and increased orders and shipments 
call for additional inventories, the expansion is 
likely to continue. 

The weak spot in the business picture so far 
has been the lag in consumer expenditures. Re- 
tail sales, for example, have been running below 
year-ago levels so far this year. Personal incomes, 
however, have reached new highs in recent 
months, giving consumers more money to spend 
than ever before. The potential for additional 
consumer buying exists. If it is realized, manu- 
facturers’ optimism will be justified. 

The upward revision in capital spending in the 
region appears to be counter to the shift reported 
for all United States manufacturers. A joint U. S. 
Department of Commerce-Securities Exchange 
Commission survey conducted in July and Au- 
gust found the nation’s manufacturers cutting 
back their 1961 plans by 2 percent from their 
spring estimates. Capital outlays in the nation 
this year are now expected to be 5 percent below 
last year. 

Most of the national cutback in capital outlays, 
however, stems from a large reduction in the 
plans of the motor vehicle industry, an industry 
which is quite small in New England. If this 
industry is excluded from the national totals, 
capital expenditure plans remain about un- 
changed from the spring estimates. 


New Plant and Expansion 


New plant expenditures in the region this year 
are now scheduled at an estimated $139 million, 
almost two-fifths more than was estimated in the 
spring. This substantial increase raises plant 
outlays 3 percent above 1960 levels. 

Plans for machinery purchases are down 2 per- 
cent from the previous estimate, but this still 
leaves machinery outlays in New England at a 
record high. 

Expansion of plant and equipment is up 21 
percent from last spring, while outlays for re- 
placement and modernization are down by 5 
percent. These shifts indicate that manufac- 
turers, while still interested in automating their 
equipment and modernizing their facilities in 
order to reduce costs, are now more concerned 
with the need for additional facilities, especially 
plant, to take advantage of future increases in 
demand. 
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Capacity utilization has changed very little 
since last spring. Plants are operating on the av- 
erage at 77 percent of capacity as compared to 76 
percent last spring. 

Why the additional plant and expansion ex- 
penditures this year if excess capacity exists? The 
answer lies in the timing of the business cycle, 
and in the time required to put new facilities 
into production. The rapid recovery from the re- 
cession has generated confidence that the com- 
ing months will show business improving. Man- 
ufacturers are seeking to adjust to this prospect. 
Business expansions in the United States over 
the past 100 years have tended to average 30 
months. Thus, based on past experience it will 
be another year or more before the present ex- 
pansion has run its course. If new plant facilities 
are to be in existence to take advantage of the 
rising demand, they must be built now. 


Industry Trends 


The durable goods industries now plan to 
spend 4 percent more for new plant and equip- 
ment than reported in the spring. If these plans 
are fulfilled, they will spend a tenth more this 
year than in 1960. 

Only minor changes in total spending were 
made by the transportation, machinery, and 
metal industries, except for fabricated metals, 
which raised spending 8 percent. Most respond- 
ents in this industry report that sales have 
matched or exceeded spring estimates, and vir- 
tually all of them look for future sales to increase. 

One of the most notable increases in spending 
in the durable goods sector is scheduled in the 
stone-clay-glass industry. It boosted spending 
plans upward by more than a third, with most 
of it being allocated to building new plant. A 
large part of the increase is programmed by pro- 
ducers of abrasive products such as grinding 
wheels. With a rise in manufacturing activity 
they expect an increasing demand for their 
products. 

Instruments is the only durable goods industry 
which shows a substantial cutback in outlays 
from last spring. It now plans to spend a fifth 
less than previously estimated. It has, however, 
increased its 1962 plans by about the same 
amount, which indicates a shifting of expendi- 
tures forward to next year. 

The region’s nondurable goods industries, al- 
though showing divergent changes, have raised 
their total 1961 spending by 6 percent, so that 
they now plan to spend only 2 percent less than 
last year. Sizable increases were made in the 
food, paper, and printing industries, while sub- 
stantial reductions occurred in the rubber, shoe, 
and miscellaneous industries. Spending in the 
textile and chemical industries is scheduled to 
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remain near the level estimated last spring. 

The food industry, as pointed out last spring, 
consistently underestimates its expenditures in 
the spring surveys. 

Activity in New England’s rubber industry so 
far this year has been at depressed levels as new 
orders have been scarce. Consequently, this in- 
dustry, although increasing plant outlays, has 
reduced its total spending by 17 percent from 
spring estimates. 

Textile producers have revised their 1961 
spending upward by 2 percent, but this still 
leaves 1961 spending down by a fourth from last 
year’s outlays. There is little shift from spring 
proportions of spending on plant and machinery. 
There is, however, a decided shift from moderni- 
zation to expansion spending. Last spring only a 
fifth of total outlays was scheduled for expansion; 
in the recent survey the proportion increased to 
a third of the total. 

The textile industry, particularly the cotton 
goods sector, has shown little improvement in 
business activity in the past nine months. Most 
of the respondents reported that earnings had 
failed to meet expectations, while sales had been 
no better than anticipated. There has been in 
recent months indications that the textile indus- 
try’s position is improving as both consumer and 
government procurement orders began increas- 
ing. This is reflected in the respondent’s opti- 
mism concerning increasing sales in coming 
months. 


Plans for 1962 


Spending plans for 1962 are still tentative, but 
90 percent of the firms in this fall’s survey were 
willing to make estimates. They indicate that 
New England manufacturers’ 1962 estimates are 
30 percent higher than in the spring. Four-fifths 
of this increase was made by firms in the durable 
goods sector. Only three industries, all in the 
nondurable goods sector, now plan to spend less 
next year than they had previously estimated. 
These three are paper, rubber and shoes. 

About 21 percent of projected 1962 expendi- 
tures are for plant, slightly less than the propor- 
tion allocated to new plant this year. Durable 
goods manufacturers are maintaining their pres- 
ent proportion for new plant, but nondurable 
goods firms are planning to shift more of their 
outlays to machinery. 

Further upward revision of 1962 spending 
plans will depend to a great extent upon business 
improvement in the coming quarter and the 
beginning of next year. Expenditures for 
modernization appear to be leveling off. Addi- 
tional outlays must be to meet expansion needs, 
but these needs will only occur if the present ex- 
cess capacity is reduced substantially. 


New England BUSINESS REVIEW 


Downtown Stores Still Tugging 


The pull of shopping from central cities to the 
suburbs shows some lessening of its force in New 
England. The growth of suburban shopping ac- 
companied the postwar population sprawl, but 
central cities have now begun to hold on more 
tightly to their share of business. 

The resistance of downtown stores to further 
losses is shown in figures now released from the 
1958 Census of Business. It is only when such a 
census is taken that a complete picture on sales 
can be put together. These censuses are taken at 
infrequent intervals, and in the postwar years 
they have covered 1948, 1954 and 1958. 

While suburban stores continued to make 
strong gains, the proportion of sales made down- 
town did not decline nearly as fast between 1954 
and 1958 as it did between 1948 and 1954. In 
three of the areas the drop amounted to only | 
percentage point and in three others to 2 points. 
In the other four the drops were 5 or 6 points, 
about the minimum decline registered between 
1948 and 1954. 

The actual dollar volume of sales did decline 
in six of the ten areas, but the declines were only 
slight. In only two of these areas was it more 
than 4 percent. In three other areas sales in- 
creased slightly and in one there was no change. 
Between 1948 and 1954 sales declined in five of 
the seven central business districts for which data 
were released. 

The suburban sales gains in 1954-58 were 
greatest among stores where variety and depth of 
merchandise are major considerations for the 
shopper. The central city’s advantage in this re- 
spect had been its major remaining drawing 
card, but the gap has narrowed in recent years. 
Newly-built shopping centers are larger than the 
older ones, and suffer less from lack of merchan- 
dise offerings. These im- 
provements in the sub- 


ness districts, these three classes of stores man- 
aged to hold their dollar volume but suffered 
sharp drops in their proportion of such stores’ 
sales in the area. 


Trends Since 1958 


The building of larger and more complete 
shopping centers, the expansion of older centers, 
and the growth of discount houses pose a greater 
threat to the downtown core than was the case 
with the earlier shopping centers. Some further 
decline in the core’s position thus may have oc- 
curred since the 1958 Census. On the other hand, 
many of the newer centers are further from the 
core than were the earlier ones. These will tend 
to compete more with shopping centers already 
established between them and the central city 
than with the downtown stores. This applies 
more in New England than in other regions be- 
cause its metropolitan areas include more cities 
with their own downtown shopping districts. In 
many of. these suburban cities lack of parking 
space and somewhat aged retail facilities have 
hampered the ability to compete with new shop- 
ping centers, surrounded by acres of parking 
spaces and sparkling with new stores and fixtures. 

The success of downtown merchants in arrest- 
ing the decline of their position in the 1954-58 
period augurs well for the core city. To further 
slow or stop the rate of relative decline, down- 
town merchants will need to strengthen their ex- 
isting advantages by offering more depth and 
variety of merchandise and improved quality of 
service. They will also need to keep retail prem- 
ises attractive — inside and out —and consider 
the possibilities for self-service. Improved trans- 
portation and adequate parking are also essential 
to the maintenance of the downtown position. 
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Sales ($ million) 
| 
1954 1958 | 1954 1958 1954 
2,772 403 420 13 15 
770 110 113 13 15 
597 137 | 132 21 25 
490 68 70 12 14 
335 86 77 29 93 
317 96 100 26 32 
314 93 101 26 39 
182 66 71 33 39 
| 438 36—Ci« 36 26 26 
| 134 36} 35 25 26 
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England’s central busi- 
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*Excludes sales of nonstore retailers. : 
Source: U. S. Department of Commerce, Bureau of the Census, 1958 Census of Business. 
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MASSACHUSETTS 


Seasonally Adjusted index, 1950-52:100 
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All Manufacturing 121 119 120 







Primary Metals 110 105 97 
Textiles 44 44 42 
Shoes and Leather 130 120 123 
Paper 108 110 103 
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BANKING AND CREDIT 
Commercial and Industrial Loans ($ millions) 
(Weekly Reporting Member Banks) 
Deposits ($ millions) 
(Weekly Reporting Member Banks) 
Check Payments ($ millions) 
(Selected Cities) 
Consumer Installment Credit Outstanding 
(index, seas. adj. 1950-52 = 100) 
TRADE 
Department Store Sales 
(index, seas. adj. 1947-49 = 100) 
Department Store Stocks 
(index, seas. adj. 1947-49 = 100) 
EMPLOYMENT, PRICES, MAN-HOURS, & EARNINGS 
Nonagricultural Employment (thousands) 
Insured Unemployment (thousands) 
(excl. R. R. and temporary programs) 
Consumer Prices 
(index, 1947-49 = 100) 
Production- Worker Man-Hours 
(index, 1950 = 100) 
Weekly Earnings in Manufacturing ($) 
OTHER INDICATORS 
Construction Contract Awards ($ thous.) 
(3-mos. moving averages July, Aug., Sept.) 
Total 
Residential 
Public Works 
Electrical Energy Production 
(index, seas. adj. 1947-49 = 100) 
Business Failures (number) 
New Business Incorporations (number) 
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